Australia: Forecasts for 1998, 1999 and 2000
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1998
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Increase in real GDP
3.3
3.8
3.2
2.9







Increase in consumer prices
0.3
1.2
3.0
2.0







Data for the first two quarters of 1998 reveal an economy growing at a rate in line, but with less inflation, than was expected in April. Consequently, our forecast for real GDP growth in 1998 has been downgraded slightly to 3.8 per cent (4.0 per cent, previously), and our forecast for CPI-inflation lowered to 1.2 per cent (1.6 per cent, previously).

The recent indicators still paint a positive economic picture for the Australia economy, giving a boost to Prime Minister Howard in the run up to the general election on 3 October. The main impetus to growth is private consumption and housing investment. Private consumption has been supported by very robust real wage growth. The Asian crisis, along with strong growth in import-intensive areas of domestic demand has caused the balance of trade to deteriorate. However the deterioration has been less than many analysts have predicted due, in the main, to strong growth in exports to the US and Europe. The main factors underlying the recent (mild) increases in CPI-inflation have been accelerating wages growth and currency devaluation (which has increased the cost of imported goods, especially luxury items).

In line with our revisions for 1998, our inflation forecast for 1998 has been reduced to 3.0 per cent. Our growth forecast for 1998 is 3.2 per cent (3.6 per cent, previously). 

For 2000, we forecast growth in real GDP of 2.9 per cent, and inflation of 2.0 per cent. The decrease in growth reflects a cyclical downswing in investment (both business and investment).  The decrease in inflation reflects the expectation that the effects on prices of currency devaluation in 1998 will have fully dissipated by the second half of 1999. 

